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How to log-linearize the following equilibrium condition:
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By assumption (ie. S(1) = S′(1) = 0), even by expliciting functional form and assuming xt = It/It−1 and x = 1 at

the steady state:
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(x− 1)2(1 + 2x̂t − 1)− γx(x− 1)(1 + x̂t − 1)

]
. . . (3)

The whole equation reduces to 0
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